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A Basis of Prosperity 


[Note: This article is presented as containing important ele- 
ments in the diagnosis of our present economic ills. The reader 
interested in a more detailed treatment, in concise and popular 
form is referred to the study course Our Economic Life in the 
Light of Christian Ideals, prepared by members of this Depart- 
ment’s staff and others, published by the Association Press, 347 
Madison Avenue, New York, N. Y. (1932. 90 cents, paper, $1.50, 
cloth) and reviewed in INFORMATION SERVICE of September 10, 
1932—TueE Eprror.] 


The Taylor Society has published in its Bulletin for 
October an unusual symposium dealing with “population 
changes and consumption,” “the American consumer 
market,” “purchasing power and wage policy,” and 
“under-consumption as a factor in the economic cycle.” 
The data assembled by the various authors point the way 
to a sound basis of prosperity. If the business com- 
munity has profited from the experience of this depression 
it would appear that much can be done to avoid another. 

The fact that we live in a period of falling birth rate, 
restriction of immigration and expanding productive 
capacity, Louis I. Dublin, third vice-president and stat- 
istician of the Metropolitan Life Insurance Company, 
says, presents “as great a challenge to the imagination of 
the American business man as did the pioneering condi- 
tions of a half century ago.” 

The present birth rate is about one-half that of 60 years 
ago and during the last 10 years it has decreased from 
23 per thousand to less than 18 per thousand, or over 
20 per cent. The higher birth rates of twenty or thirty 
years ago and the volume of immigrants who were either 
in or approaching the reproductive period “have had the 
effect of swelling the proportion of those in the middle 
registers of life, and this in turn results in more births 
than we are entitled to on the score of the present 
fecundity of the population, that is, the average number 
of children born to a marriage.” 

“The excess of births over deaths which we now enjoy 
—amounting to 900,000 a year—would he practically 
wiped out were it not for the effect of this artificial 
age distribution, which will, in the course of time. give 
way to a normal state of affairs with a diminished con- 
tingent of persons in the reproductive period. With four 
immigrant aliens leaving our shores for every one that 
comes in, it can be said that immigration in this country 
has ceased today; in fact the stream has been reversed. 
This fact, together with a falling birth rate, will eliminate 
the concentration of life at the young child-bearing ages.” 

The result will be a marked decrease in the number of 
younger people and a corresponding increase in the num- 
ber of older persons. Under these circumstances a rapidly 
developing machine and management technique which dis- 
places labor will tend to increase the competition for 


jobs and doubtless will add to the distress of older people 
unable to meet this competition. A declining rate of 
increase in population accompanied by a rising rate of 
increase in industrial productivity and by a larger quan- 
tity of capital seeking profitable investment creates a 
problem of widening the demand for commodities. Mr. 
Dublin insists that “demand cannot be widened, how- 
ever, without increasing the purchasing power of a large 
body of the people through a wider sharing in the econ- 
omies of machine and management technology.” 

The elimination of city slums and poverty-stricken agri- 
cultural districts, an increase in leisure by reducing work- 
ing hours or by shortening the working life through 
earlier retirement, and an increase in the per capita de- 
mand for commodities by an increase in purchasing power 
among wage workers and the lower salaried groups would 
provide a much needed basis for greater stability in the 
economic system. In the opinion of Dr. Dublin “it is 
even possible that further measures of social and political 
control may come to be looked upon by business men as 
advantageous.” 

The position taken in this matter by Dr. Dublin is rein- 
forced by data on the American consumer market pre- 
sented by Virgil Jordan and Robert R. Doane of the 
Business Week. They point out that in 1929 the “re- 
cipients of less than $3,000 per year purchased 67.27 per 
cent of the total [domestic expenditures]. Those receiv- 
ing less than $5,000 purchased 77.94 per cent of the total. 
All groups above the $25,000 class together account for 
a bare eight per cent of total domestic expenditures for 
goods and services alone—a mere four and a half billion 
dollars out of eighty-nine billion dollars of individual 
consumption.” 

The table on page two presenis some interesting con- 
trasts. 

The large number of people in the small income groups 
obviously form the bulk of the market for goods and 
services, the three lowest groups accounting for 67.27 
per cent of it. These groups not only paid $732,000,000 
in taxes but they saved $3,746,000,000, or 29.8 per cent 
of total savings. The great bulk of the saving, however, 
was done by the higher income groups, the number of 
persons in which is comparatively small. The amounts of 
the income in the higher groups point to the existence 
of vast surpluses above expenditures for necessities and 
for every imaginable luxury. The only use to which 
these surpluses can be put is to invest them in productive 
equipment, unless they are reduced by taxes to provide 
social services, or by the payment of higher wages and 
salaries. 

This summary of the distribution of consumers’ ex- 
penditures, however, must not be confused with the ordi- 
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DistRiBuTION OF CONSUMER EXPENDITURES, By INcomME Groups, 1929 


Spent Outside —_ Total 


Savings >. Domestic % ot 
(Millions) (Millions) (Millions) Total 
$ 1,045 $ 207 $ 1,161 1.13 
5607 241 553 54 

518 320 451 44 

563 284 1,011 99 

335 312 63 

712 326 1,939 1.89 

969 336 2,885 2.81 
1,326 348 5,718 5.58 
941 239 6,485 6.32 
1,821 284 10,939 10.67 
1,455 260 13,431 13.10 

} 303 37,356 36.44 

485 89 18,182 17.73 

29 1,770 1.73 


Goods and 

Income Group Services Taxes 
( Thousands ) (Millions) (Miilions) 

$1,000 and over > ww $ 236 

500 under 1,000 95 132 

300 under 500 127 126 

150 under 500 523 209 

100 under 150 481 138 

50 under 100 1,208 285 

25 under 50 2,002 250 

10 under 25 4,529 211 

5 under 10 5,014 169 

3 under 5 9,205 197 

2 under 2 12,004 232 

1 under 2 35,506 347 

1 and under 17,633 153 

Institutions 1,799 

Total $90,873 $2,685 


nary tabulation of the distribution of income. The aggre- 
gate value of goods and services, taxes paid and amounts 
saved exceeds by a considerable margin the total of 
recorded individual cash incomes. Mr. Jordan and Mr. 
Doane estimate that money earned by odd-job employ- 
ment, annual increase in consumer credit, sales bribes, 
bonuses, gambling profits, political graft, racketeering, 
bootlegging, corporate and foreign debt redemption to 
individual holders, and “trade-in” allowances for old com- 
modities at the time of buying new articles account for 
about $6,800,000,000 income, which may be added to the 
total recorded income of $89,600,000,000 making a total 
of $96,400,000,000. From the total of consumer expendi- 
tures at home and abroad ($106,101,000,000) it is es- 
timated that $5,300,000,000 may be deducted for the 
consumption requiremerits of persons supplied by govern- 
ment and private institutions, for goods and services sup- 
plied to employes by business concerns, and for the 
increase in inventory of unsold finished consumers’ goods. 
This leaves $100,800,000,000. Deducting $96,400,000,000, 
the total of estimated monetary income, we have left $4,- 
400,000,000, representing net excess of individual con- 
sumption over purchasing power as represented by mone- 
tary income. 

The question is “what does this rather impressive resi- 
due of nearly four and a half billion dollars represent ? 
It is too considerable to be brushed aside as a net result 
of possible errors. The answer is speculative until further 
statistical data are available. We suggest that it is a 
rough measure of the net value of the goods and services 
that in the peak year of prosperity were sold to consumers 
below cost or without profit, or at less than the cost 
value plus normal profit, and may represent the amount 
of business capital that was dissipated in consumption 
during that year. 

“If this broad assumption has any basis, it points 
clearly to the conclusion that the purchasing power of 
consumers in the lower-income brackets, which depends 
principally on industrial wages and farm earnings, was 
too low even in 1929 to buy and pay full cost value plus 
normal profit for the goods and services they consumed.” 
The data suggest that “it is these consumers who absorb 
the bulk of the goods and services sold, and it must have 
been in competing for a share of their inadequate income 
that the losses of business capital have chiefly occurred. 

“One might go farther and suggest that what was not 
paid out in wages to workers or in dividends to small- 
income recipients, or in fair prices to farmers, sufficient 
‘ to enable them to purchase the goods and services pro- 
duced, was in the end lost to business profits and to busi- 


$12,543 $3,578 $102,523 100.00 


ness capital anyway. Perhaps this process of dissipation 
of capital is an inevitable characteristic and a sort of self- 
preservative compensation mechanism in our economic 
system; but here one leaves the field of scientific knowl- 
edge and enters that of pure speculation.” 

An examination by Emmett H. Welch, research asso- 
ciate in the Industrial Research Department of the Uni- 
versity of Pennsylvania, of the relation of wage policies 
to the distribution of purchasing power shows that in 
manufacturing industries “real payrolls—that is, payrolls 
expressed in terms of the amount of goods they will buy 
—declined through 1923 and 1924, and remained fairly 
steady throughout 1925, 1926 and the first half of 1927. 
The last half of 1927 and the first three-quarters of 1928 
were on a somewhat lower level, and from the fourth 
quarter of 1928 to the middle of 1929 real payrolls in- 
creased rapidly. Since the middle of 1929 real payrolls 
have taken a precipitous drop, interrupted only momen- 
tarily in the second quarter of 1931. The drop in real 
payrolls from the middle of 1929 to the second quarter 
of 1932 amounted to approximately 50 per cent. This 
decline represents a decrease of over five billion real 
dollars in the purchasing power of some eight and one- 
half million factory workers in the United States.” 

A comparison of the total volume of dividend-interest 
payments with payrolls indicates that “the dividend-inter- 
est curve rose continuously but at a fairly moderate rate 
from 1923 to 1926; from 1926 to the first half of 1930, 
dividend-interest payments increased at such a rate that 
the first half of 1930 reached a peak of 97 per cent higher 
than the 1926 level. The total volume of interest and 
dividend payments in both 1930 and 1931 were higher 
than in 1929, and in the first half of 1932 they were still 
72 per cent above the 1926 level. It is true that a large 
part of these payments was undoubtedly made out of 
surplus accumulated before 1930, but the important thing 
is that these payments were maintained. On the other 
hand, payrolls have decreased constantly since the middle 
of 1929 until in the first half of 1932 they reached a level 
which was 55 per cent below that of 1926.” 

In view of the production of “bigger and better capital 
facilities,” along with reduced labor costs the question is 
raised, why we have not improved our economic position 
instead of “getting into a mess.” “I think there are two 
factors,” Mr. Welch answers, “which have worked hand 
in hand to bring about the results observed. In the first 
place, from 1923 to 1929 mass-production technique was 
developed at a rapid rate. New techniques and produc- 
tion methods generally give promise of larger profits. 
Following the beckoning hand of profits, we expanded 
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into all lines without due consideration of demand or con- 
sumers’ purchasing power. The consumer’s dollar shrank 
in relationship to the huge volume of goods that was 
being put on the market. Producers started chasing the 
consumer's dollar by means of high pressure salesmanship 
and advertising. The shrinking consumer’s dollar was 
stretched by means of installment sales and credit in 
an attempt to make it go around. Greater profits were 
seen ahead, still more unwise expansion took place, and so 
on. We all know what the results have been. We piled 
up our profits and capital, and are now condemning the 
consumers for not buying more. We tell the wage earners 
that their wage rates must be deflated, and that they 
must bear a still larger portion of the depression’s burden. 
In other words, we are trying to get out of the de- 
pression by using the same tactics that got us into it. 
In the long-run it would be better for our entire economic 
system if we could reverse this procedure and increase 
mass purchasing power even though it meant producing 
and selling goods at a loss for a time. Of course, such 
a plan is not possible where the sole incentive for pro- 
ducing goods is the working of an uncontrolled profit 
motive.” 

Furthermore, Mr. Welch believes that “those proposals 
for national planning which have as their purpose merely 
the control of production and capital expansion without 
a program for expanding or maintaining consumers’ pur- 
chasing power would not seem to give much promise of 
success.” 

In a brilliant exposition of under-consumption as a 
factor in the economic cycle Professor Maurice Ansiaux, 
University of Brussels, supports the views of the other 
contributors to the symposium and concludes that “a very 
great step forward can be made by increasing considerably 
the share of the working masses in the disfribution of the 
total product of economic activity. This is the most 
reliable means of ensuring greater stability in the eco- 
nomic system, reducing the intensity of crises, and cutting 
short depressions.” 


Corporation Ethics in Unemployment Relief 


On February 4, 1932, the attention of the Public Serv- 
ice Commission of New York was called to the fact that 
the New York Telephone Company (a subsidiary of the 
American Telephone and Telegraph Company) was charg- 
ing donations for unemployment relief and other charities 
to operating expenses. At the annual meeting of the 
stockholders of the American Telephone and Telegraph 
Company on March 29, Paul Blanshard, a stockholder of 
the company and director of the City Affairs Committee 
of New York, offered a resolution which, if voted by the 
stockholders, would require the company to charge dona- 
tions against the company’s surplus funds. 


In support of his resolution Mr. Blanshard submitted 
records of the Public Service Commission which showed 
that the company had made to the Chamber of Commerce, 
unemployment relief, the American Red Cross, com- 
munity welfare funds, hospitals, and other benevolences. 
contributions totaling approximately $16,000 in 1929, 
$87,000 in 1930, and $129,000 in 1931. 

Mr. Blanshard maintained that Walter S. Gifford, 
president of the company and director of President 
Hoover's Organization on Unemployment Relief, was in 
an absolutely indefensible position as head of a company 
which “‘foists its charity bills upon the consumers.” Re- 
minding the stockholders that they had absolute control 
over the company’s policies, Mr. Blanshard said they had 
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no right to ask the citizens of America to make sacrifices 
for unemployment relief unless the record of the com- 
pany was beyond reproach. He pointed out that charitable 
contributions are not deductible as operating expenses in 
determining income taxes, and that other utility com- 
panies in New York City take their charitable contribu- 
tions out of surplus. Although the amounts given were 
not large, he said the principle was important, because a 
charitable contribution charged to operating expenses adds 
to the company’s cost of service which it uses when re- 
questing an increase in telephone rates. The consumers 
pay in the form of higher rates. 

The management of the company defended its practice 
by citing an interpretation of the Interstate Commerce 
Commission concerning contributions made to welfare 
organizations which indirectly benefit the operations of 
the company. They declared that the sum given annually 
to charity was too small to affect telephone rates. As 
for the stockholders, it would not make any difference in 
the dividends they could receive whether charitable gifts 
were charged to operating expenses or to surplus, for it 
would not affect the balance left over. 

The stockholders referred Mr. Blanshard’s resolution 
to the board of directors. The Public Service Commis- 
sion, after holding hearings on the question, ordered the 
company to charge charitable gifts to surplus. The com- 
pany claimed that the commission lacked authority because 
the Interstate Commerce Commission maintained juris- 
diction over its accounting practices. The commission 
replied that the New York Telephone Company, although 
it does 85 per cent of its business within the state and 
only 15 per cent of interstate business, sought to escape 
state regulation. Furthermore, the commission stated, 
the company when seeking an increase in rates has um- 
formly submitted “its operating expenses without elimina- 
tions or deductions for donations” as justification for an 
increase. The commission said, “the nub of the matter 
is that by submerging those gifts in operating expenses, 
they will not be so apparent to any one who examines 
the reports of the New York Telephone Company as 
they would if they appeared in the surplus account; and. 
further, that in any matter involving the reasonableness 
of rates of the New York Telephone Company, these 
expenses would be a charge against subscribers and not 
the stockholders.” 

On September 30, 1932, the Interstate Commerce Com- 
mission ruled that the company in the future should charge 
gifts to profit and loss account. The company argued 
that by making a $75,000 contribution to the Emergency 
Unemployment Relief Fund of New York City it was 
making a real investment in the furtherance of service 
to telephone users through aiding the city’s relief of the 
unemploved and thus helping to prevent conditions that 
might have led to the destruction of its property. In this 
argument the company was joined by the counsel for the 
Association of Community Chests and Councils, who said 
that a decision that such contributions could not be charged 
to operating expenses would add to the difficulty of 
obtaining financial assistance from business generally. 

The Interstate Commerce Commission ruled: “Upon 
analysis, it is quite evident that the contribution in issue 
had only the most indirect and remote relations to the 
welfare of respondent and of its property, business and 
employes, and only such relation as might be traced in 
the case vf most contributions for general charitable or 
social-welfare purposes. Nor has respondent the respon- 
sibility of an individual ‘citizen’ with reference to general 
community welfare. 
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“It has in law the status of an artificial person, but 
its powers and duties are confined to those conferred or 
imposed upon it by its charter, and these do not include 
the fostering of the general welfare of the community. 

“When respondent makes contributions for this general 
purpose and charges them to the expense of its telephone 
operations, it is in effect exacting, or attempting to exact, 
these contributions from the users of its telephone service.” 


The Scottsboro Case Again 


On November 7, 1932, the United States Supreme 
Court ordered new trials for the seven Negroes condemned 
to death at Scottsboro, Alabama, on charges of attacking 
two white girls. The circumstances of the case were pre- 
sented in the INFORMATION SERVICE on January 23 and 
April 23, 1932. 

The case was appealed to the Supreme Court on the 
grounds (1) that the defendants were not given a fair 
trial, (2) that they were “denied the right of counsel, 
with the accustomed incidents of consultation and oppor- 
tunity of preparation for trial” and (3) that they ‘were 
tried before juries from which qualified members of their 
own race were systematically excluded.” The majority 
of the Supreme Court centered their opinion around the 
question whether the right of counsel had been denied, 
although they called attention to the fact that “it does 
appear that the attitude of the community was one of 
great hostility” and “it is perfectly apparent that the pro- 
ceedings, from beginning to end, took place in an atmos- 
phere of tense, hostile and excited public sentiment.” 

The court concluded that “such designation of counsel 
as was attempted was either so indefinite or so close upon 
the trial as to amount to a denial of effective and substan- 
tial aid in that regard.” ° 

The United States Supreme Court pointed out that 
“the Constitution of Alabama provides that in all criminal 
prosecutions the accused shall enjoy the right to have the 
assistance of counsel; and a state statute requires the 
court in a capital case, where the defendant is unable to 
employ counsel, to appoint counsel for him.” When the 
case was appealed to the Supreme Court of Alabama the 
majority held that these provisions had not been infringed 
but the Chief Justice in a dissenting opinion declared 
that “the record indicates that the appearance [of counsel 
for the defendants] was rather pro forma than zealous 
and active.” 

An examination of the record convinced the United 
States Supreme Court “that until the very morning of 
the trial no lawyer had been named or definitely desig- 
nated to represent the defendants. Prior to that time, the 
trial judge had ‘appointed all the members of the bar’ 
for the limited ‘purpose of arraigning the defendants.’ 
Whether they would represent the defendants thereafter 
if no counsel appeared in their behalf, was a matter of 
speculation only, or, as the judge indicated, of mere an- 
ticipation on the part of the court. Such a designation, 
even if made for all purposes, would, in our opinion, have 
fallen far short of meeting, in any proper sense, a re- 
quirement for the appointment of counsel.” The Su- 
preme Court characterized this action of the trial judge 
as “little more than an expansive gesture.” The court 
said that “the matter of counsel in a capital case” had 
been disposed of in “casual fashion.” 

Furthermore, in view of “the ignorance and illiteracy 
of the defendants, their youth, the circumstances of public 


hostility, the imprisonment and the close surveillance of 
the defendants by the military forces, the fact that their 
friends and families were all in other states and commun- 
ication with them necessarily difficult, and above all that 
they stood in deadly peril of their lives” the court thought 
“the failure of the trial court to give them reasonable time 
and opportunity to secure counsel was a clear denial of 
due process.” 

The dissenting opinion written by Mr. Justice Butler 
and concurred in by Mr. Justice McReynolds declared 
that the record did not show that the defendants had been 
denied right of counsel ‘“‘with the accustomed incidents 
of consultation and opportunity of preparation for trial.” 
It also says that “the informality disclosed by the colloquy 
between court and counsel, which is quoted in the opinion 
of this court and so heavily leaned on, is not entitled to 
any weight.” 

Furthermore, the dissenting opinion declares that “if 
correct, the ruling that the failure of the trial court to 
give petitioners time and opportunity to secure counsel 
was denial of due process is enough, and with this the 
opinion should end. But the court goes on to declare 
that ‘the failure of the trial court to make an effective 
appointment of counsel was likewise a denial of due proc- 
ess within the meaning of the Fourteenth Amendment.’ 
This is an extension of Federal authority into a field hith- 
erto occupied exclusively by the several states. Nothing 
before the court calls for a consideration of the point. 
It was not suggested below and petitioners do not ask 
for its decision here. The court, without being called 
upon to consider it, adjudges without a hearing an im- 
portant constitutional question concerning criminal pro- 
cedure in state courts.” 


General Bulletins by Consumers’ Research 


Consumers’ Research, 24 East 25th Street, New York, 
announces the publication of a series of quarterly bulletins 
which will not be confidential, beginning with the current 
month. They are available to anyone at $1.00 a year. A 
variety of useful information will be presented for the 
consumer’s guidance, including certain official informa- 
tion regarding tested products. 

Confidential bulletins of the Consumers’ Research, de- 
scribed in INFORMATION SERVICE of July 2, 1932, which 
name products recommended and not recommended, are 
available at $2.00 a year. 


Profits From Public Recreation Facilities 


The 1932 report of Frank W. Darling, director of 
Playland, to the Westchester County Park Commission 
demonstrates the possibility of providing public recrea- 
tion facilities at small cost and of earning a surplus which 
can be used to build other recreation centers. This ex- 
periment should interest local and state governments. 

During the summer season and up to September 27 
Playland entertained 3,823,369 persons, an increase of 
400,000 over the 1931 season. Although the patrons in 
1932 spent 13 per cent less than the smaller number of 
patrons of 1931 the director expects that at the close 
of the season there will be a surplus of $325,000 which 
can be turned over to the commission to provide facilities 
in other places. If such results can be obtained in a 
period of business depression the prospects are bright 
during prosperity. 


Printed in U. S. A. 
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